Business 


NIVE RS! 
F MICHIGAN 


PERIODICAL 
IN 


Wp 

BLISHED B! MONTHLY BY 

UNIVERSITY OF MICHIGAN ANN ARBOR 

g 

| 

| 
| 
4 


Business 


Published bi-monthly by the | a 
School of Business Administration . 
University of Michigan, Ann Arbor 


R. A. Stevenson, Dean 


pearing in this Review should be to the editor. 
This Review is sent free on request, as a service to the business and aca- 
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ROADBLOCK TO A FOREIGN ECONOMIC POLICY 


The greatest roadblock of all to the creation by the United States of a foreign eco- 
nomic policy that boldly suits the responsibility that our country bears in the modern 
world, and this must be said with absolute candor, is the inability of our business com- 
munity to place the national welfare above self-interest. Rare indeed is the company 
or the trade association that aske first the question of what is best for all the people, and 
only secondarily what will help the marketing of a particular product. In the abstract, 
businessmen by an overwhelming majority favor the rising volume of world trade that 

_ diberalization would bring, but they want it applied to some other industry than 
their own. 
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~Clarence B. Randall, in Nation’s Business, December 1954, p. 55 
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|| A labor expert describes... 


The Thinking Behind the UAW-CIO 
Guaranteed Employment Plan 


main features of the UAW-CIO guar- 

anteed employment plan were published in 

early April of 1954.1 One of the primary 

purposes behind publication of the plan a year 

in advance of negotiations was to subject 

every important element of it to the test of 
critical and even hostile analysis. 

We in the UAW-CIO do not claim any 
monopoly on wisdom. We recognized the pos- 
sibility that there might be imperfections in 
the plan and we hoped that widespread dis- 
cussion might yield ideas for improving it. We 
hoped, in particular, although apparently in 
vain, that management spokesmen might raise 
problems that would provide us with a basis 
for improvement of the plan from the em- 
ployer standpoint without reducing its effec- 
tiveness in promoting the objectives we seek. 

It is significant that in all the months the 
plan has been in the public domain, there has 
not, to our knowledge, been published any- 
where a single, serious, point by point, critical 
analysis of it. The opponents of the guaran- 
teed wage have preferred to confine them- 
selves to general propaganda dealing with 

1The plan was presented in sufficient detail to 
enable any corporation, by making assumptions as to 
the implementing figures, to calculate within narrow 
limits what the plan’s financial impact would be 
under any given set of circumstances. 
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ideological fantasies of their own invention.” 

The guaranteed annual wage, however, is 
not an ideological matter. The UAW-CIO 
plan, in particular, is designed as a very prac- 
tical approach to the practical problems of 
stimulating employers in our industries to 
stabilize employment by penalizing them when 
they fail to do so and of safeguarding workers 
against hardships imposed by individual and 
collective managerial irresponsibility. 

As the members of the UAW-CIO Public 
Advisory Committee on the Guaranteed Wage 
can testify, the Union gave very careful con- 
sideration to objections that had been raised 
at various times to the idea of the guaranteed 
annual wage in general and to specific guar- 
antee plans, actual or proposed. The internal 
Union study committee that developed the 
UAW plan set out to meet all such objections 
that seemed to have any claim to validity or 
any foundation in fact. 

Our Union has repeatedly indicated, more- 
over, that while we are inflexibly committed to 
the objective of the guaranteed wage, we re- 
main flexible on implementation. Throughout 
the entire process of preparing our guaranteed 
employment proposals, we have hoped for, 
invited, and actively sought criticism that 
would help us to formulate a plan as good as 

2This is as we feared. In September 1951, the 
writer, in speaking to a meeting of management rep- 
resentatives, indicated that he expected them to spend 
their time “. . . in a world of fantasy, conjuring up 


economic hobgoblins.” (American Management Asso- 
ciation, Personnel Series, Number 143, page 12.) 
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any that human imagination could devise 
from the standpoint not only of the workers 
covered but also of the industries in which 
they work and of the economy as a whole. 
The almost completely negative and largely 
irresponsible and irrelevant management lit- 
erature on guaranteed wages was thoroughly 
examined in the early stages of development 
of the plan. With the very limited possibilities 
of this literature exhausted, the Union estab- 
lished an outside Public Advisory Committee 
composed of scholars who, we could be sure 
would approach the problem objectively and 
bring to bear on it rich resources of knowledge 
and experience in the fields of economics and 
social security. We were particularly con- 
cerned to obtain from this Committee criti- 
cisms and suggestions that would help us 
make our plan the most effective instrument 
possible in the service of the general economic 
good as well as the good of our own members.* 
While we are thoroughly disgusted with the 
irresponsible repetition of arguments that the 
specifics of our plan have made totally irrele- 
vant,> we would still welcome criticism or 
even attack on valid bases that would serve as 
a guide to us in further improving the plan. 
We are not so vain as to conclude from the 


3 The Committee consisted of: Arthur J. Altmeyer, 
Former Commissioner for Social Security in the 
Federal Security Agency; Vincent Bladen, University 
of Toronto; Eveline M. Burns, Columbia University ; 
Edward L. Cushman, formerly of Wayne University ; 
William Haber, University of Michigan; Alvin H. 
Hansen, Harvard University; Seymour E. Harris, 
Harvard University; Richard A. Lester, Princeton 
University ; Charles A. Myers, Massachusetts Institute 
of Technology; and Edwin E. Witte, University of 
Wisconsin. 

*The Union of course must take full responsibil- 
ity for the plan as such. It does gratefully acknow- 
ledge, however, the very subtantial contribution made 
to Union thinking on this subject by the highly con- 
structive discussions at the meetings of the Public 
Advisory Committee. 

5A good example is the article by Emerson 
Schmidt in the July 1954 issue of this magazine 
which is not only irrelevant but also repeats distor- 
tions of fact that had previously been brought to his 
attention and contains at least one misquotation. A 
point-by-point answer to Schmidt’s arguments is 
available in a paper read by the writer of this article 
at the 1953 annual meeting of the Industrial Rela- 
tions Research Association entitled “Analysis of Some 
Arguments against the Guaranteed Annual Wage.” 
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total absence of thoughtful, specific, and rele- 
vant criticism that we have devised a plan 
that is perfect in every detail. 

The purpose of this article is to attempt 
once more to turn the discussion of the guar- 
anteed wage problem away from ideologically 
inspired windmill-tilting and toward analysis 
of the practical issues involved. 

While there is not space here to cover all 
such issues, a brief resumé of the Union’s 
thinking with respect to certain major points® 
may be helpful to those who are genuinely 
concerned about the feasibility of guarantee- 
ing wages as contrasted with those who are 
interested only in cooking up irrelevant argu- 
ments against hypothetical plans that have no 
relation to anything seriously proposed by any 
major union.’ 


Cost 


The objection most commonly raised is that 
the cost of a wage guarantee would bankrupt 
corporations operating in industries like the 
automobile industry. 

This objection, of course, is nonsensical and 
totally irrelevant when directed at a plan that 
provides a maximum limitation on the em- 
ployer’s liability. There is no more possibility 
for bankruptcy here than there is in connec- 
tion with a wage increase—in fact less, since 
the cost of the guarantee is an avoidable cost. 

The bankruptcy argument, in addition, as- 
sumes an insulting under-estimation of the 
intelligence of Union leadership and its sense 
of responsibility toward the rank and file 
Union member. Obviously no corporation could 


6 The writer was guided, in selecting the points 
to be discussed, mainly by Mr. Schmidt’s list appear- 
ing on page 3 of the July 1954 issue of this magazine. 

7 In discussing these issues, lack of space compels 
me to assume that the reader has some knowledge of 
the UAW-CIO plan. For those who are not familiar 
with it, a reading of the following items is suggested: 

Progress Report on the Guaranteed Annual 
Wage 
Preparing a Guaranteed Employment Plan 
Questions and Answers about the UAW-CIO 
Guaranteed Employment Plan 
All of these publications are obtainable from the 
UAW-CIO Education Department, Solidarity House, 
8000 East Jefferson, Detroit 14, Michigan. 
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be persuaded to agree in negotiations to a 
plan that made bankruptcy a likely prospect. 
Since agreement to such a plan could not be 
obtained, only a union leadership bent on 
organizational suicide would lead its members 
into a struggle for it. 

It must be remembered, moreover, that 
workers have no shortage of problems. At the 
same time that they fight for guaranteed em- 
ployment, they must win solutions, or at least 
improved partial solutions, to other problems 
that confront them such as the inadequacy 
of their wages, and of their retirement and 
health security programs. The cost of the 
guarantee must, as a practical matter, be small 
enough to leave ample room for progress in 
other areas where progress is required by the 
needs and legitimate aspirations of the work- 
ers. The UAW-CIO therefore has very care- 
fully examined the cost impact of its proposals 
under various conditions to make certain that 
even under adverse circumstances the cost 
would be well within the limit of reasonable 
collective bargaining expectations. 

Such cost data as we have examined, how- 
ever, will certainly turn out to be more 
theoretical than real. The UAW-CIO plan is 
aimed at gaining steady work rather than pay 
for idleness. It provides incentives to em- 
ployers to stabilize employment. To the extent 
that they respond to those incentives they will 
avoid the costs that would otherwise arise out 
of the guarantee. In fact, the plan provides 
four avenues through which management will 
be able to reduce and, ideally, to eliminate 
costs entirely. The first is by stabilizing em- 
ployment; the second is by helping to achieve 
higher unemployment compensation benefits 
paid for longer periods; the third is by helping 
to secure the establishment of a sound rein- 
surance system; the fourth is by supporting 
national economic policies designed to main- 
tain full employment. 

The only inescapable cost is the temporary 
cost involved in the original creation of the 
reserve trust fund required by the plan. Even 
this cost could be drastically reduced through 
improvements in unemployment compensation 


and the establishment of a reinsurance system. 
(The reserve is intended, of course, to meet 
heavy guarantee liabilities that might arise 
under adverse conditions. It is analogous to 
reserves—or additions to surplus—accumu- 
lated by corporations in good years to maintain 
dividend payments in years of poor business.) 

Moreover, whatever direct costs the guar- 
antee may entail will be offset substantially 
by the savings resulting from stabilization of 
production and employment. The nature of 
those savings and their possible magnitudes 
are dealt with at length in the voluminous 
literature on employment stabilization® and 
need not be described here. 


Economic Flexibility 


The reader who relies on management liter- 
ature for his information about the guaranteed 
wage would be left with the impression that 
unions are seeking lifetime and not annual 
guarantees, and that they propose to negotiate 
with employers on the number of workers that 
the latter are to employ. 

The simple fact, however, is that the UAW 
plan cannot conceivably be held to freeze 
workers to any company or industry, or to 
freeze employment levels. Our guaranteed 
wage plan starts from the premise that in a 
dynamic economy some companies and some 
industries will be expanding while others are 
contracting. It follows that the plan must 
neither prevent the movement of workers out 
of declining companies nor establish any road- 
blocks to the hiring of workers by expanding 
companies. In addition, of course, the plan 
must not place any obstacles in the way of 
recalling laid-off workers. 

While we are fully cognizant of the need for 
economic flexibility, we are equally aware of 
the fact that flexibility operates to the benefit 
of all who share in the output of the economy. 
That being the case, the workers, being only 


8 Unfortunately that literature gathers dust on li- 
brary shelves because there are not sufficiently strong 
a apply it. The guaranteed wage will put 
t to work. 
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one of many groups who participate in the 
benefits, cannot rightly be asked to bear the 
entire cost of providing economic flexibility. 
Since the most direct beneficiaries and most 
ardent advocates of flexibility are the corpora- 
tions, the workers have a right to ask that the 
corporations shoulder some of the costs of 
providing flexibility. 

The UAW-CIO guaranteed employment 
plan does not freeze any worker to any com- 
pany. It provides a guarantee limited as to 
time with a maximum of 52 weeks. It requires 
that a laid-off worker drawing guarantee pay- 
ments must be available for suitable work 
with other employers. It does not discourage 
hiring or recall of laid-off workers because it 
graduates guarantee payments based on the 
length of the worker’s previous employment. 
Graduation begins only after the worker ac- 
quires seniority (after 90 days as a proba- 
tioner in the major auto corporations). The 
rate of graduation—one week of guarantee for 
two weeks of employment—is such that the 
maximum potential cost resulting from the 
hiring of an additional worker is less than the 
cost of having the same work performed dur- 
ing overtime hours by workers already em- 
ployed. 

In contrast to the immediate and certain 
cost impact of overtime schedules, the cost, 
under the guarantee, of adding a new worker 
is only a future possibility. The hiring of a 
new worker would not entail any additional 
cost at all if he is not subsequently laid off. 
The cost, even if the worker is laid off, is 
less than the cost of overtime in any case, 
and very considerably less if he is laid off for 
less than the full number of weeks for which 
he is entitled to guarantee payments. There 
is not even a potential added cost during the 
period when the worker remains a probationer. 
Moreover the unemployment compensation 
offset under the plan provides further assur- 
ance that the cost of hiring or recalling 
workers to produce a given quantity of goods 
would be considerably less than the cost of 
producing the same quantity on an overtime 
basis. 
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As is well known, premium payments for 
overtime constitute no obstacle to meeting the 
requirements of the market. Even the maxi- 
mum potential cost of the guarantee therefore 
would not be any significant deterrent to the 
expansion of employment and production. 

Since the UAW plan brings all new workers 
under its coverage automatically as they ac- 
quire seniority and gears their guarantee 
rights to the length of their previous employ- 
ment, it avoids the negotiation of employment 
levels and leaves the employer completely free 
to determine when and how many workers he 
shall hire and when he shall lay them off. It 
merely presents certain potential cost factors 
for his consideration designed to assure that 
he neither hires nor lays off irresponsibly.® 

While the plan clearly can have no adverse 
effect on the flexibility of the economy, it 
does transfer from the worker and the com- 
munity to the employer a share of the costs 
entailed in obtaining flexibility. 


Technological Progress 

Another straw-man argument against the 
guaranteed wage is that it would impede 
technological progress. 

Even if it had economic validity, which it 
does not, this argument would be open to 
question on moral grounds. The whole com- 
munity benefits from technological progress; 
it has no right to impose hardships on indi- 
vidual workers and their families so that 
others may enjoy the fruits of such progress. 
If not through guaranteed wages, justice 
would require that some other provision be 
made to cushion workers against the shock of 
technological displacement. 

The UAW-CIO guaranteed employment 
plan is fully compatible with the dual objec- 
tives of technological progress and security 


®A classic example of irresponsibility is the 1953 
nationwide recruitment by the auto corporations of 
tens of thousands of temporary workers who were 
soon dumped on the streets of strange communities 
after peak production schedules had been met, while 
regular workers were laid off later because the tem- 
wy recruits had done part of their year’s work 
‘or them. 
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for workers.’ It is true that the employer will 
be required under the guarantee to continue 
incomes for a period of time for any workers 
who may be displaced by new and more 
efficient equipment. But this requirement will, 
in most cases, have no practical effect. Al- 
though technological displacement can lead 
to substantial unemployment in the economy 
as a whole, reductions in the labor require- 
ments of a single firm resulting from tech- 
nological advance rarely occur at rates too 
fast to be completely offset by normal attri- 
tion of the labor force through quits, deaths, 
retirements, etc. To the extent that improved 
production methods are reflected in lower 
prices and increased output, technological 
advance may actually be accompanied by the 
hiring of workers to replace those who have 
left and by expansion of total employment. 

In the rare case where a major technologi- 
cal development results in sudden and drastic 
reduction in a firm’s labor requirements, the 
savings from such a radical innovation would 
probably be so large as to meet, within a 
short time, any guarantee costs that might be 
incurred. 

At most, the guarantee could affect only 
the timing and the geographical placement 
of investment in new and more efficient pro- 
duction facilities. Employers faced with the 
possibility of guarantee costs resulting from 
technological displacement would tend to in- 
troduce new equipment during periods when 
markets were expanding so as to minimize the 
number of workers displaced. In building new 
plants to replace old ones, employers, in seek- 
ing to minimize guarantee costs, would tend 
to locate them where they would be easily 
accessible to the workers already employed 
in the plants slated for abandonment. 

These effects of the guarantee on the timing 

1It might well be argued, in fact, that the plan 
will provide additional stimulus to technological pro- 

. We are repeatedly told that anything that raises 

bor costs, whether it be a wage increase, a pension 
plan or any other economic gain won by workers, 
will spur management to find ways to replace men 
by machines. The guarantee, of course, would bring 


about an increase in labor costs in situations where 
stability of employment is not attained. 
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and location of new investment would be 
highly desirable from the over-all economic 
standpoint. While the employer may profit 
from technological displacement of part of his 
workforce, his profit is matched by a loss to 
the community. We are past the day in the 
United States when we permit unemployed 
workers to starve. Some one must pay the 
cost of feeding them and irresponsible employ- 
ers should not be permitted to add to their 
own profits by placing those costs on the 
community. 

Similarly, the creation of a ghost town 
through abandonment of an obsolete plant 
while a new one is built elsewhere may mean 
a profit to the employer but it imposes very 
substantial losses on the community. 

Nothing is gained by the community, and 
much is lost, if technological change results 
only in an increase in involuntary idleness. 
Technological change brings gains to the com- 
munity only when there is other productive 
employment for the workers affected by the 
change. 

One effect of wage guarantees is to mini- 
mize social losses flowing from irresponsible 
management action with respect to technologi- 
cal change. The guarantee transfers to the 
books of the employer part of the costs of his 
actions that are now borne as social costs. 
To the extent that the costs as well as the 
gains resulting from managerial decisions are 
more adequately reflected on the employer’s 
books, there is greater likelihood that those 
decisions will be sound from the over-all 
economic standpoint as well as from the nar- 
row and selfish standpoint of the individual 
corporation. 

Economic Expansion 

Every new proposal designed to bring high- 
er living standards and more dignity and 
security to the workers, whether through leg- 
islation or through collective bargaining, has 
been greeted by the charge that it would 
stifle economic expansion and, particularly, 
the formation of new businesses. The guaran- 
teed wage is no exception. 
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Here again, the sole basis for the argument 
is deliberate refusal to deal with the facts. 
Implicit in this argument is the premise that 
a guarantee of employment would so increase 
the risks of doing business as to deter invest- 
ment whether by existing businesses or in new 
enterprises. This premise in turn assumes that 
the guarantee would impose on the employer 
an immediate heavy liability for every new 
worker he hired, and make his payroll cost 
a fixed cost.? 

The UAW-CIO plan, of course, does 
neither. The fact is that potential guarantee 
costs would be lower under this plan for a 
new enterprise or an additional plant built by 
an existing corporation than in an established 
plan. This follows from the graduation of 
guarantee rights based on the length of the 
worker’s previous employment. New com- 
panies and new plants, therefore, build up 
their potential liabilities gradually. 

While workers are being added to the pay- 
roll, there are of course no costs other than 
the cost of accumulating the original reserve. 
This cost is offset to at least some degree by 
the lower costs of layoffs in a new plant. If 
layoffs should occur during the early stages 
of expansion, their cost would be much less 
than the cost of comparable layoffs in an 
established firm, since a high proportion of the 
laid-off workers would be probationers with 
no lay-off guarantee rights at all, and even 
those who had acquired seniority would have 
guarantee rights only for relatively short 
periods of layoff. 

The argument that payrolls under a guar- 
antee become a fixed cost is, of course, sheer 
nonsense under a plan that limits the employ- 
er’s liability to a percentage of his current 
payroll. Such a limitation on liability makes 
the cost of the guarantee during periods of 
substantial layoff as variable as the payroll 


2 Strangely enough none of those who make this 
argument were heard to complain of the danger to 
economic expansion arising out of the increase in 
fixed costs brought about by the Treasury’s monetary 
policy during the early months of the Eisenhower 
Administration. 
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itself. The guarantee therefore is totally un- 
like such fixed costs as interest, managerial 
salaries, depreciation, property taxes, and 
certain other costs readily incurred in the 
course of creation or expansion of a business. 


Opportunity for Young Workers 


Men who express their satisfaction with a 
1954 level of economic activity that is “al- 
most as good as 1953” in the face of a labor 
force that is steadily increasing are not at 
all embarrassed to proclaim that the guaran- 
teed wage will shut off employment opportuni- 
ties for young people entering the labor force. 
If this were so, it would be a serious matter. 
However, only the completely unscrupulous 
can make this charge against the UAW-CIO 
guarantee plan. 

As has already been pointed out, the grad- 
uation of the guarantee provided by the plan 
makes expansion of a plant’s labor force less 
expensive than overtime even in the extreme 
and unlikely case that every worker hired will 
subsequently be laid off for the full duration 
of his guarantee rights. Given this fact and 
given the lack of hesitation with which em- 
ployers voluntarily incur overtime costs, the 
charge that the guarantee would diminish op- 
portunities for young people is seen to be 
completely baseless. 


The Stake of Older Workers 


While some opponents of guaranteed wages 
work the young-worker side of the street, 


others cooperate in the divide-and-rule effort 


by trying to enlist the support of the high- 
seniority worker. They tell him that there is 
nothing for him in the guarantee—that only 
the low-seniority worker will benefit from it. 

This argument reveals in stark terms how 
remote the opponents of the guaranteed wage 
are from the facts of life as they confront the 
worker. In the automobile industry during the 
past few years, for example, workers with 30 
years or more of seniority have permanently 
lost their jobs as a result of irresponsible 
abandonment of their plants or as a result of 
liquidation or drastic curtailment of their em- 
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ployer’s business. Others with equally high 
seniority have been laid off for ten consecutive 
weeks or more while their plants were shut 
down for lack of customers; still others 
worked three or four days a week alternating, 
over extended periods, with weeks of complete 
layoff. 

With the advent of automation and the 
expressed preference of corporate manage- 
ment for the use of new plants and inexperi- 
enced workers for automated operations, no 
worker, no matter how high his seniority, can 
feel secure in his job as he looks into the 
future. 

The guarantee assures the high-seniority 
worker that, at the very least, his living stan- 
dard will be maintained for up to a year if 
his job disappears. It gives him reason to 
hope that his job will not disappear because 
of an irresponsible management decision to 
move to another location. Since the high- 
seniority worker is likely also to be an older 
worker who would face the greatest difficulty 
in finding new employment, the guarantee is 
for him a particularly desirable objective. 


Mobility 


The mobility argument is another standard 
weapon in the arsenal of those who are always 
in the position of opposing the next step in 
human progress. Seniority was supposed to 
destroy mobility; and collectively bargained 
pensions were supposed to destroy it all over 
again. Yet the American labor force, which 
is the only sizeable labor force in the world 
that has widespread seniority protection and 
pensions bargained with individual employers, 
is probably the most mobile labor force in the 
world. 

It is all too often forgotten that mobility is 
not an end in itself. It is desirable only as a 
means to maximization of total production. 
Mobility makes for maximum production only 
when it results in the optimum allocation of 
labor in terms of full and effective use of the 
workers’ highest skills in the industries and 


areas where those skills can be most produc- 
tive.* The mobility of desperate workers com- 
peting for any kind of job, anywhere, in order 
to feed their families may be desirable from 
the standpoint of the unconscionable em- 
ployer* but it is highly undesirable from both 
a social and an economic standpoint. It results 
in the degradation of human beings, in waste- 
ful allocation of labor, under-utilization of 
skills, and depression of labor standards. The 
guaranteed wage makes a contribution to the 
elimination of conditions which foster that 
kind of mobility. 

Mobility is of no value to either the worker 


or the economy in a nationwide depression 


when unemployed workers far outnumber the 
available jobs everywhere. Mobility is impor- 
tant economically and socially only when, at 
the same moment, there are both unemployed 
workers and vacant jobs. Where this condition 
exists, however, it is likely to be the fault of 
employers rather than of workers. It is com- 
mon knowledge in the automobile industry, 
for example, that workers laid off by one 
company while another is hiring will not be 
employed by the latter because of their prob- 
able return to work with their original em- 
ployer. This is true even where the “em- 


3 Consistency would therefore seem to require that 
the proponents of the mobility argument be among 
the foremost advocates of national policies designed 
to achieve and maintain full employment. The record 
will show, however, that their efforts have been 
directed toward opposing such policies. 


4The automobile industry has taken the fullest 
advantage of such mobility as shown by the famous 
Henderson Report, published during the pre-union 
days of the auto industry, which said: 
“One of the psychological problems faced by the 
automobile worker today is the gamble that he 
knows he is facing as he goes to work each day. 
He sees the men waiting at the gate for an 
interview for employment. If he is feeling badly 
on a particular day and slows down in his gait, 
his straw-boss or foreman tells him, ‘Step on it. 
If you don’t want the job, there are thousands 
outside who do,’ or ‘Look out the window and 
see the men waiting in line for your job.’” 
(“Preliminary Report on Study of Regularization of 
Employment and Improvement of Labor Conditions 
in the Automobile Industry,” National Recovery 
Administration, Research and Planning Division, Jan- 
uary 23, 1935.) 
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ployers” are different plants of the same 
multiplant corporation.® 

The UAW guarantee plan will contribute 
toward the elimination of such employer-im- 
posed barriers to labor mobility. The plan 
requires laid-off workers to accept suitable 
work offered them. While they are engaged in 
such employment, the guaranteeing employer, 
depending on the level of their earnings, is 
relieved of all or part of the cost of the guar- 
antee due them. Employers in the same area 
therefore will be able to reduce their aggregate 
guarantee liabilities by hiring each other’s 
laid-off workers. This we can be sure they 
will do when they are subject to guarantee 
agreements. 

The mobility argument in its crassest form 
is a euphemism that comes from those who 
do not dare to say out loud that American 
workers are loafers who would shirk work un- 
less driven to it under the whip of hunger, 
or that all workers, and their wives and chil- 
dren along with them, should be punished by 
starvation because a small minority might 
otherwise try to obtain guarantee payments 
while avoiding work. This argument, com- 
pletely without basis in either fact or morality, 
hardly needs an answer. However, it may be 
of interest that a recent issue® of the magazine, 
U. S. News and World Report, after examin- 
ing data on unemployment compensation ex- 
perience in the current recession, concludes: 
“What the figures actually indicate is that 
there are very few people in the labor force 
who prefer idleness to work.” 

Moreover, it must be noted that the UAW 
plan gives the employer an equal voice with 
the Union in i iministration. With the rela- 
tively minor savings available under experience 
rating as their only incentive, employers today 
are guilty of an excess of zeal in finding ways 
to deprive workers, frequently on outrageously 

5 We have yet to hear any condemnation of this 
practice from those who advance “mobility” as an 
argument against wage guarantees. It is interesting 
also that most, if not all, of them are active defenders 
of the voluntary quit disqualification provisions in 
the unemployment compensation laws which consti- 


tute very real barriers to mobility. 
6 November 5, 1954. 


improper grounds, of unemployment compen- 
sation benefits. It can hardly be expected that 
they will be less vigilant in the face of the 
greater costs of the guarantee. That the im- 
partial chairman of the Joint Board of Ad- 
ministration will be responsible to the Union 
as well as to the employer will serve to keep 
the latter’s zeal within bounds and to avoid 
injustice. Moreover, the workers and their 
Union will have a vital interest in preventing 
abuses, since, with limits fixed on the em- 
ployer’s liability and on the size of the reserve 
fund, every dollar spent improperly will leave 
less for those workers who have proper claims. 

Space limitations make it impossible to deal 
with the many other issues considered in for- 
mulating our guarantee plan. Development of 
the financing mechanisms alone involved 
thinking through a great number of complex 
problems. Briefly stated, the objectives were 
to provide strong and direct incentives to 
stabilize, to avoid imposing excessive costs on 
the employer when he might be least able to 
bear them, to provide maximum security to 
workers in times of large layoffs, and to mini- 
mize the size of the guaranteed wage reserve. 
Incentives are provided by putting the cost of 
layoffs on a pay-as-you-go basis up to a 
specified maximum of current payroll. The 
percentage-of-payroll limit on pay-as-you-go 
outlays reduces the employer’s cost burden 
when, as a result of poor business, his payroll 
is relatively small. Security is provided the 
workers, despite the limit on the employer’s 
pay-as-you-go liability, by providing a reserve 
trust fund to meet costs in excess of that limit. 
The way is open to minimize the size of the 
reserve required through reinsurance. 

Although it is impossible here to describe 
this machinery in detail or to even outline 
the many other problems with which we came 
to grips, it should be apparent that careful 
thought has gone into the formulation of the 
UAW plan. We believe we are entitled to 
expect in return that the opponents of guar- 
anteed wages will do some constructive think- 
ing on their own instead of regurgitating 
specious and irrelevant cliches. 
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The growth, accomplishments, and distinguishing characteristics of 
the only American industry that serves 


groups in the nation 


l 72 industrial 


The Fabulous Chemical Industry 


WOULD WAGER any reasonable amount 
of money that if you have bought a new 
car within the last year you will have no 
trouble recalling the incident. You remember 
it is a rather substantial consumer purchase. 
You would have little greater difficulty in 
telling an inquiring reporter whether you had 
bought one or more suits, one or more pairs of 
shoes, and so forth. And I am sure that with 
a little paper work most any housewife could 
come up with a reasonable estimate of the 
family’s annual dollar investment in groceries, 
pounds of meat eaten, bottles of milk con- 
sumed, and possibly even bottles of some 
other kind. 

But . . .do you remember buying 40 pounds 
of caustic soda? Do you recall lugging home 
175 pounds of sulfuric acid? Your wives will 
undoubtedly remember buying a few packages 
or bottles of various bleaching agents but I 
suspect it would come as some surprise to 
them that each accounted for some 35 pounds 
of chlorine! 

Those are the per capita consumptions of 
three quite basic chemical products. And 
while you may not consider yourself a chem- 
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ical buyer, in one way or another, on the 
average, each of you has accounted for those 
poundages over the past twelve months. 

Quite obviously you didn’t carry them home 
in gallon cans, and that’s why you don’t re- 
member it. But you did take them home in 
the form of automobiles and clothing and fur- 
niture and canned peaches. You’ve been doing 
it for a long time—in larger amounts each 
year. 

Less obscure, perhaps, is another example— 
latex paints. Americans are buying latex 
paints at the rate of more than 50 million 
gallons a year—roughly a gallon for every 
family in the country, with a retail value of 
more than a quarter of a billion dollars. 

Only five years ago there virtually was no 
such animal, because the styrene-butadiene 
latexes that make these paints possible were 
just then emerging from chemical laboratories. 

These examples illustrate one important 
characteristic of the chemical industry. It is 
a sneaky sort of thing. The automobile, in 
contrast, has not sneaked into your life. At 
least I have noticed nothing subtle about the 
arrival of the 1955 models. 

But the chemical industry has wormed its 
way into the American scene until it now 
stands sixth in the ranks of industry, trailing 
just slightly behind automobiles and auto- 
motive equipment. 

The reason for the sneaky appearance is 
found in its second distinguishing character- 
istic. The chemical industry is the only one 
known to serve all 72 of the industrial groups 
recognized by the Department of Commerce. 
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In other words, while we are vaguely con- 
scious of certain things chemical in the con- 
sumer market—synthetic fibers, weed killers, 
plastics, roach powder—most of the products 
of the chemical industry are channeled into 
other industries to emerge unrecognizable as 
a chemical material . . . or perhaps not to 
emerge at all but only to assist in the pro- 
duction of a non-chemical product. 

So we have sneaked our way into sixth posi- 
tion in American industry. How did we get 
that way? That, as you might expect, is a 
long and involved story. And while I shall 
perhaps touch on a few of the points later, for 
the moment let’s just say that we got that way 
in quite a hurry. We are something of an 


upstart. 
Growth of the Industry 


You can trace some sort of American chem- 
ical industry back to 1635 when a fellow by 
the name of John Winthrop began making 
saltpeter and alum in Boston. Actually, how- 
ever, up until World War I there was very 
little in this country that resembled our pres- 
ent day industry. Europe was the principal 
seat of chemical production and, for the most 
part, excelled in the science itself. Our Amer- 
ican industry was much more a distributive 
proposition that a productive one. 

Had it not been for tariff protection we 
might have gone into the war without even a 
seedling industry. Indeed, only a few people 
realized the degree of our dependence until 
our foreign sources of supply were cut off. 
Then, while the military faced problems of 
chemical materiél, the American housewife 
faced inky wash water and faded clothing. The 
good dyestuffs had come from Germany. 

So World War I marked the beginning of 
American chemical independence and the be- 
ginning of a fabulous curve of growth that has 
never levelled off. The industry changed from 
basically distributive to basically productive. 
And with that came the necessity for the 
thing which has really accounted for our get- 
ting where we have in such a hurry—intensive 
research. 
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Let me just underline this growth with a 
couple of figures. If you would look at the 
sales growth of today’s six largest chemical 
companies between 1940 and 1950—one 
decade-—you would find that the most modest 
growth realized was 129 per cent. Four showed 
increases of more than 250 per cent, and one 
chalked up a growth record of 624 per cent. 
I guess I had better not mention which com- 
pany that was. 

In those ten years the aggregate sales of 
these six companies rose from $936 million to 
$3,353 million—or better than three-and-a- 
half times. The total annual volume of chem- 
icals and allied products today is something 
like $20 billion. And that is no small drop in 
anybody’s bucket! That is just about a neat 
ten times our production in 1914. 

Parenthetically, let me say this is not all 
something which has been going on some- 
where else. I have no doubt you are aware of 
the mushrooming of two or three particular 
chemical areas, such as the Gulf coast, but we 
have a sturdy segment of the industry right 
here in Michigan—with Wyandotte, Mon- 
santo, Reichold, Pensalt, Du Pont, Michigan 
Chemical, Hooker, and others represented. 
I should guess that our Michigan contingent 
accounts for better than a billion dollars 
worth of production. 


Large Scale Production 


So far we should have considered that the 
chemical industry is one of the front rank 
U. S. industries, that it has enjoyed most of 
its growth to that position in a relatively few 
years since World War I, that it works pretty 
much behind the scenes, serving all other 
industries and thereby enjoys the peculiar 
position of being highly influential but com- 
paratively unrecognized in the American 
social scene. 

There are other distinguishing characteris- 
tics. It is very largely a business of large scale 
production. In this respect you might com- 
pare it with automobile manufacture in con- 
trast with parts manufacture. There are plenty 
of fringe areas—converters, plastic molders, 
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packagers and so on—where small business 
touches the chemical industry; but chemical 
manufacture itself is inherently a mass pro- 
duction proposition. 


High Capital Investment 


This implies still another characteristic— 
high capital investment. In the early days of 
our own company our founder, Herbert H. 
Dow, was a veritable genius at building with 
cheap materials—chiefly pine lumber and tar. 
Those days are gone. 

Today our common materials of construc- 
tion are stainless steel and a whole range of 
even more costly non-corrosive materials. And 
since precise and automatic control is part of 
every modern chemical process, our invest- 
ment in complex instrumentation is almost 
fabulous. Some of our plants resemble a 
hugely magnified version of the “spaghetti” 
found inside any radio chassis. Although I 
will say I think our “spaghetti” of conduits 
and cables looks more orderly. 

In short, while this is not a business requir- 
ing expensive machinery in the accepted sense, 
the combination of large scale and expensive 
materials means that you do not go into 
chemical manufacture on a shoestring. 


Relatively Little Manpower 


Conversely, chemical manufacture is a rela- 
tively low manpower business. When we find 
that we have an investment averaging $27,000 
per employee, that fact is a reflection of both 
the inherently high investment and the rela- 
tively low requirement for manpower. Our 
need for the precision possible only through 
automatic control has served to minimize our 
need for a large work force. 

Our Michigan chemical industry probably 
does not employ more than 35 or 40 thousand 
people. That is a very small figure when you 
compare it with the requirements of auto- 
mobile manufacture or any other business in- 
volved with mechanical processes. 

If you were to come up to Midland you 
would find something more than 500 plants 
or buildings covering 12- or 15-hundred acres. 
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I think most of you would be rather amazed 
at the simple physical spread of facilities. 
Our Midland employment is a little over 
9,000, and that includes quite a concentration 
of research and administrative personnel. Our 
production force is less than 6,500. 

Skill Requirements High 

One point, however—if our numerical re- 
quirements for labor are low, our skill require- 
ments are relatively high. We offer very few 
jobs of the routine, repetitive type. Our typi- 
cal production worker performs a rather 
complex series of operations, must understand 
some quite intricate equipment, is responsible 
for a considerable volume of product and a 
very large item of capital investment. If he 
makes a mistake the loss, in terms of product 
or physical damage, can be very great. 

Our maintenance personnel, and we have a 
very high ratio of such people, must be skilled 
and versatile welders, steamfitters, electricians, 
instrument technicians, and so on. 

So we must start out with pretty good 
timber, and must devote a great deal of time 
and expense to job instruction and educational 
programs insuring us a constant flow of the 
highly developed skills we require. 


Other Distinguishing 
Characteristics 

The industry has many other distinguishing 
characteristics. High obsolescence: when we 
go obsolete we go obsolete in a big way. Co- 
products or by-products: almost any chemical 
process results in more than a single product. 
Your secondary products may be very profit- 
able. They can also be expensive white ele- 
phants if you are not smart enough to find 
ways of using them. Diversification: this is 
almost implied in our position as supplier to 
all of America’s basic industries. It is also one 
of our great points of strength because it 
leaves us less susceptible to the whims of 
individual markets. 

But perhaps the most distinguishing char- 
acteristic of all—the one which is most re- 
sponsible for our record of achievement, and 


upon which most heavily rests our future 
destiny—is our preoccupation with research. 
Since around 1920 the American chemical in- 
dustry has led all others in research, and it 
is now calculated to be spending more on 
research than all the rest of the industry 
combined. Approximately three per cent of 
the chemical sales dollar is reinvested in this 
process, employing some 20 per cent of all 
research people in the country, and account- 
ing for a significant percentage of all chemical 
workers. In my own company research people 
account for approximately seven per cent of 


our total personnel. 


Synthesis Creates New 
Materials 


Probably the most important thing to come 
out of this continuing study has been the 
development of the art of synthesis. Chem- 
istry has always been a science of rearranging 
molecules, of putting chemical elements to- 
gether in different combinations. Until rela- 
tively recent years, however, it has dealt for 
the most part with fairly simple combinations, 
most of which could be found somewhere in 
nature. 

Synthesis has changed this picture, for 
when the chemist found he could create molec- 
ular structures that had never before existed, 
he opened up a whole new scientific universe. 
He opened for mankind the door to a vast 
storeroom of new materials, never before 
imagined, and having different properties than 
any substances previously encountered. 

A most notable example, of course, is plas- 
tics. When Dr. Leo Baekeland discovered the 
means of producing Bakelite he synthesized a 
completely new sort of material. It was not 
like wood, it was not like metal. it was not 
like any mineral or vegetable material. 

Such things do not always find immediate 
utility. We have to get acquainted with them 
first. And, of course, we are inclined to judge 
them from the standpoint of our knowledge of 
more familiar materials. In fact we have a 
tendency—or at least we did have one—to try 
to fit them into established pigeon holes and 
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label them with familiar terms. Hence arti- 
ficial rubber, artificial leather and so on. And 
we employ them first as substitutes. 


“Substitutes” No Longer 


But then one day we face up to it and 
recognize that this isn’t “artificial” anything. 
It has an identity of its own and a personality 
of its own. When we reach that stage, we are 
over the hump. Because then we take a fresh 
look at this thing and discover that its prop- 
erties will permit us to do things we have 
never done before. That is the flowering stage 
of a synthetic product—when it becomes a 
truly beneficial member of our society, and 
when it may stimulate a whole new industry. 

We are finally over that hump with plastics. 
We are over it to the point that we are an- 
nually consuming more than two and a half 
billion pounds of plastics and synthetic resins 
—more than six times the volume of ten years 
ago and 440 times the volume of 30 years ago. 
And in the process an entire new industry has 
been created employing some 80,000 persons 
in converting and fabricating these man-made 
chemical materials. 

Now, if you take this idea of what has 
happened in plastics and spread it across the 
broad front of the chemical industry you can 
see why some writers have been talking about 
our “chemical age.” I naturally have no quar- 
rel with the “chemical age” concept, but I 
prefer to think that we are just barely entering 
it. 

In any event, this development of new 
materials has been a most tremendous factor 
in the over-all growth of the chemical indus- 
try. The largest member of our industry, Du 
Pont, has estimated that 60 per cent of its 
sales are in products not in existence 20 years 
ago. Another company says, “50 per cent of 
our products are new since 1940,” and an- 
other, “45 per cent of our sales are from 
products not made ten years ago.” 

I guess we have never made any such com- 
putations in my own company, but it is very 
easy for us to see what has happened in the 
single field of plastics. Last year we sold about 
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$130 million worth of plastics and related 
products. That was nearly one-third of our 
total sales. More startling, however, is that 
that $130 million in plastics is five times our 
total sales of alJ products in 1939 and equal 
to our total sales of all products as recently 
as 1947. 


The Chemical Industry and 
Economic Progress 

Well, obviously, the only reason for a 
growth record of this sort is that the materials 
involved had sound social and economic util- 
ity. So these physical examples are firm evi- 
dence that the chemical industry has been a 
very stimulating influence in our over-all eco- 
nomic and cultural progress. 

It is not solely because of—but is certainly 
not without—chemistry and chemical research 
that our life expectancy has increased by 
nearly 25 years since 1900 . . . or that our 
work week has fallen from 50 hours (or more) 
to a 40-hour standard. Chemistry, in its 
obscure ways, has likewise contributed to our 
development of high speed transportation, 
communication, scientific agriculture, food 
preservation and distribution and our fabulous 
variety of textile materials and the myriad 
items of clothing into which they are made. 

It is interesting to contemplate that in 5,000 
years of recorded history man developed only 
four useful textile fibers—wool, cotton, linen 
and silk. Suddenly, within the memory of 
most of us here, he has added rayon, nylon, 
Orlon, Dacron, saran and others. More, cer- 
tainly, are already in the test tubes of the 
chemical industry. 

Much more could be said, but I scarcely 
think any point would be served. It is enough 
to recognize that a tremendous transforma- 
tion has been brought about in our society and 
economy in a relatively short span of years— 
and secondly that it has not been accomplished 
by legislation or decree but simply through 
the encouragement of invention, deve:;pment 
and business enterprise. 

So what now? Some people look at the 
chemical industry today and fret that it is 
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over-expanded. I have reason to know whereof 
I speak because my own company is currently 
operating at something like two-thirds of 
capacity, and under those conditions it is not 
at all difficult to find people who will tell you 
that you have climbed too far out on the 
limb. You don’t have to look behind the 
bushes. They come to you. 


What Is The Outlook? 


In our own case we can tell them that our 
expansion of recent years—quite a lot of which 
was done with a view to an emergency which 
did not develop—has placed us in an extreme- 
ly strong position with relation to the basic 
materials upon which our extremely diversi- 
fied production depends. I mean the chlorine, 
the ethylene, the power, and so on. 

We can tell them that our depreciation 
expense, which includes a considerable amount 
of accelerated amortization, has about reached 
its peak and after this year should begin to 
decrease. Or, conversely, that over the follow- 
ing five years we could probably lay out $400 
million for new construction without material- 
ly changing that depreciation account. In 
other words, this rather large expense item, 
which is running around 17 per cent of sales, 
has at least been stabilized and, if anything, 
can be expected to go down rather than up. 

We can also tell them that our pre-tax and 
pre-depreciation profit margin, at about 34 per 
cent, compares very well with the rest of the 
industry and looks particularly good when 
you figure we are making it at two-thirds of 
capacity. 

And, of course, we can tell them IF we are 
doing as well as we are carrying this load at 
two-thirds of capacity doesn’t it stand to 
reason we will be doing a whale of a lot better 
when the load goes down and the sales go up? 
We can! 

Well, let’s say we can try. Some people will 
buy it. Others want to know what makes us 
think sales are going to go up. Now, mind you 
I am not saying that things are going to be 
just dandy this year or next, or possibly the 
year after. But I can’t escape the notion that 
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the economic pessimist of today must be the 
same sort of fellow who thought the human 
race had shot its wad with the settlement of 
California! 


Greater Achievements Ahead 


However spectacular may have been our 
achievements in the last generation or so, it 
can be nothing but prelude to greater achieve- 
ment in the future. Man has, by nature, what 
someone has termed a “divine discontent.” 
And so long as this is true we shall always 
have unfinished business ahead of us. 

It is comforting to reflect that today we 
are able to cure or alleviate many ailments 
which were fatal a few short years ago. But 
it is certainly to be expected that the chemical 
and medical research which produced the 
sulfas, penicillin, and other antibiotics will not 
rest until it has found the answers to cancer, 
polio, heart disease, tuberculosis. Perhaps one 
day we shall even be able to cure the common 
cold! 

Another problem to be attacked is the 
enormous waste in the production of food and 
in the destruction inherent in such forces as 
rust and decay. Corrosion alone costs the 
nation an estimated $10 billion a year, with 
insects, animal and plant diseases adding an 
equal amount to our grocery bill. 

Furthermore, in 25 or 30 years we must be 
producing 20 per cent more food just to keep 
pace with our growing population. 

Fresh water is becoming a scarce com- 
modity that we must find means of extending, 
not to mention our diminishing mineral re- 
sources of iron, copper, lead, and zinc. 

Only science can find the answers to these 
problems. And when it does find the answers 
they will be not mere formulas in a technical 
volume but economic realities requiring the 
investment of capital and manpower and re- 
turning wages, sales and dividends along with 
their social benefits. 

We have really only begun to employ our 
new-found art of synthesis. And when we try 
to contemplate the potential of the atom we 
are like a blind child at a circus—only a few 
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fleeting impressions and the knowledge that it 
is enormous and, as yet, far beyond our com- 
prehension. 

Our needs as individuals and as nations are 
far from filled. We will fill them only through 
invention, and when we think of invention 
today we are really thinking of organized 
research. 


Invention Has Become a 
Big Business 

The role of the attic genius and the back 
yard tinkerer in our history is not to be 
minimized, but we have passed into a new era 
where invention has become a business—a big 
business. 

To industry it is a cost of success or sur- 
vival. To the consumer it is a part of the cost 
of his purchases—a cost repaid tomorrow by 
a better product, a better way of life. 

It does not discredit Watt or Newton or 
Edison to suggest that no single individual 
can command either the physical resources or 
the breadth of knowledge to have developed a 
nylon or a transistor—or to have split the 
atom. 

We have recenty packed centuries of pro- 
gress into a few decades because we have 
learned to “invent” cooperatively, deliberate- 
ly, and almost with fierce determination. 

It is trite, if true, to point out that this 
progress has been possible because of our pe- 
culiarly American freedoms and incentives as 
applied to both the individual and the busi- 
ness enterprise. But I think it may be in line 
to underscore the fact that when invention 
becomes a business then it becomes more sub- 
ject to business considerations and less subject 
to human emotions. 

In by-gone days, the inventor, I strongly 
suspect, was led less by economic influences 
than he was by a natural curiosity and an un- 
usually alert, perceptive and restless mind. 

A corporation, as such, has no curiosity and 
no restlessness. It deliberately makes itself 
curious and restless in order to survive or to 
get ahead of its competitors. And the physicist 
or metallurgist or chemical engineer who 
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works for the corporation has trained himself 
for that profession only partially out of nat- 
ural inclination and more substantially, I 
think, because as an occupation it offers him 
better than average values in income, amen- 
able working conditions, job security and op- 
portunity to progresss. 


The Incentives of Industry 


I believe this makes it the more imperative 
that we guard the incentives of industry. For 
if the corporation is forbidden a reasonable 
profit, or the hope of a return upon its re- 
search investment is placed in jeopardy then 
its curiosity and restlessness will be lessened. 
And when that happens it will offer fewer 
opportunities to technically trained people 
and the potential scientists of the future will, 
instead, train themselves for other vocations. 

Industry has trod some very rough paths 
in the past and, I daresay, may again. It has 
known regulation and taxation near the break- 
ing point—at least to the point where it must 
take stock of its economic incentives in the 
cold light of business logic and in some cases 
admit them to be marginal. 

Happily, we have seen some reversal of this 
trend and I, for one, am optimistic about the 
future in this regard. I must admit I did not 
kick up my heels over the outcome of the 
1954 election, but I have too much faith in 
our democratic system to be singing the blues. 

For my own part, and my own industry in 
particular, I am much more concerned with 
the possibility of reduced incentives resulting 
from foreign competition. 

I realize that here in Detroit I am pleading 
a minority cause when I cast my vote in favor 
of tariff protection. But I would be untrue to 
my industry and my own convictions if I did 
not do so. 

Traditionally, the chemical industry has 


favored, and asked for, protection. First be- 
cause, unlike some of our great industries, the 
European industry was miles ahead of us and 
we had to fight our way against a large and 
strongly entrenched adversary. Today it is 
largely a matter of cost differentials. 

I am not an isolationist, and I can readily 
see the viewpoints of business leaders on the 
other side of the fence . . . at least of those in 
the mass production, mechanical industries. 

But we, in turn, should like them to see our 
position—to understand that chemical tech- 
nology is pretty much the same the world over, 
and that, therefore, a four or five to one wage 
differential and a comparable differential in 
construction costs represent not imaginary 
bogeymen but very substantial and very real 
disparities. 

As businessmen we are naturally concerned 
about the welfare of our own enterprises. As 
citizens we cannot help but be concerned over 
the possibility of being turnd back toward 
dependence upon foreign nations not only for 
chemical production, but for creative ideas 
and the scientifically educated men from 
which they come. 

We in this country have come a long way 
since 1914 . . . in scientific achievement. But 
the really rewarding thought is that, more 
than anything else, we have converted this 
scientific achievement into social and cultural 
achievement. We have used our knowledge 
most unselfishly. History can never take that 
away from us. 

But I think more importantly we have just 
found some new tools, and have just begun 
to learn to use them. Even the sky may not 
be the limit, but if it is there is plenty of work 
under that sky which remains to be done. 

We can be immensely proud of our new 
tools. And in our pride, let us care for them 
thankfully and use them with devotion. 
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| A Junior Varsity program develops and tests junior 


executives, and produces new ideas 


and plans 


The Junior Varsity Executive 


THLETES soon discover that playing 
junior varsity sports and playing in the 
“big game” are not the same thing. The phys- 
ical demands, the tension, and the satisfac- 
tions are quite different when one is “playing 
for keeps.” A coach knows that to develop 
good varsity material he needs to put his jun- 
ior varsity players into the “big game” once 
in a while. Can we draw a parallel to the 
junior varsity executive? He also needs to 
get into the big game occasionally. 

It seems to me that an executive does not 
necessarily improve with age but he does im- 
prove with experience. Cheddar cheese and 
wine need only time to reach their best; but 
time does nothing for a younger executive 
unless he is challenged with decisions and 
responsibilities which help to round-out his 
experience. In the business world a man can 
learn to be an accomplished “first team” ex- 
ecutive only by actually being one. 

A basic premise is that few people actually 
plumb the depths of their abilities. Everyone 
has a few unplowed mental fields which lie 
fallow until someone sprinkles the seed and 
fertilizes the crop. Business contains its share 
of unplowed mental fields and one of these 
undeveloped areas is middle management. 
Many businesses have great stores of thinking 
potential which they never tap. Young men, 
some with well-rounded experience, are shoved 
into specialized slots which become grooves 


About the author— 
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and the grooves become ruts. Yet here and 
here only lies the seed for future top manage- 
ment. Isn’t it amazing that for the most crit- 
ical job in business, for the most vital contri- 
bution that a man can make, there is usually 
no planned progression, no training program 
and no accepted path for development? My 
proposal is a Junior Varsity for executives. 


How a Company Gains 


Is there any immediate gain to a company 
to sponsor such a program? Our experience at 
Porter-Cable (described later on) shows that 
the answer definitely is Yes. 

In the first place, many potential top execu- 
tives lack the encouragement to keep heading 
upward. A junior executive development pro- 
gram would encourage the junior to hope for 
the future. It gives him a carrot to follow. 
He not only looks around to see what is hap- 
pening on his own level in the business but 
he also looks up. Not many young men plan 


consciously to be part of top management — 


because the carrot is too far away. It could 
be moved closer. 

Another roadblock to the Junior Varsity 
executive is that he seldom gets a chance to 
try his mettle on the one thing an executive 
does most—making decisions on a company 
level. It’s true that he often operates inde- 
pendently in his own little specialized baili- 
wick; but he never gets the opportunity to 
“act as chairman of the board.” If he even 


attempts this dangerous pastime he is re- | 


minded of the need for a towel behind his 
ears. 
Some academicians are quivering because 
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the field of liberal arts is being neglected as 
an accepted medium of education. Younger 
people are encouraged, because of stringent 
hiring procedures, to become specialists. We 
are forcing ourselves to become “vice presi- 
dents in charge of insignificant details.” Ad- 
vertising managers shudder when they face the 
accounting problem of controlling their budget. 
Conversely, accounting people shrug their 
shoulders at advertising expenditures. Neither 
really tries to understand the other’s job and 
wishes even less to learn about it. 

There is little opportunity for a man to get 
broad business truining. A junior varsity engi- 
engineer usually needs to gain experience in 
budgeting, public speaking, or motivating 
people, in short, learning to be a leader. A 
junior varsity sales executive usually needs 
to learn a great amount about production 
scheduling and the interpretation of the com- 
pany’s financial statement. However, a Junior 
Varsity Executive Program is not to build 
paragons but to broaden specialists. Each 
potential executive should have a brush with 
the major problems of the business whether 
they be financial, production, or sales. If we 
did have a “West Point” for prospective com- 
pany presidents we would probably see an 
even more frustrated group because these men, 
when they arrived on the job, would lack the 
essential, long term, “company” experience. 
If men are successful in “specialized” jobs 
they cannot be spared for “training.” 


Methods of Providing Executive 
Training 

Although there are a few formal methods 
for getting “top management” training I be- 
lieve there are many things that can be done 
in the company itself to solve the problem. 
For example, the junior varsity executive 
might well be making “junior” decisions at 
management level. It would seem to me that 
there are many problems facing management, 
which could be appropriately handled, partic- 
ularly at the fact-gathering state, by the 
Junior Varsity executive. Many companies 
choose to reserve all decisions for their top 
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group. A load would certainly be removed 
from top management’s mind if it could dele- 
gate operating decisions with confidence. It is 
little wonder that we develop generations of 
followers—no one is encouraged to lead. It 
might even be wise for management to fabri- 
cate problems on which the junior varsity 
executive could try his first-year molars. To 
give the young executive a little time in top 
management harness doesn’t necessarily mean 
that he needs to decide whether to issue more 
stock or move the factory to Hoboken; but he 
can help with the fact-gathering on the 
“super” decisions and he can decide who 
should get free lunches. 


The Value of Recognition 


The participation of junior varsity execu- 
tives in management develops another valu- 
able by-product in addition to the maturing of 
his judgment. Young men work for many 
things in addition to money, not the least of 
which is recognition. It’s difficult to imagine 
the terrific satisfaction which comes from be- 
ing the junior varsity member of an executive 
committee, from gathering facts for a top 
management decision, or from being asked an 
opinion entirely outside his field of specializa- 
tion. This is when the conscientious junior ex- 
ecutive glows. So, it is not only training—it is 
remuneration often far greater than his pay- 
ment in kind. It gives a man a value which 
the successful accomplishment of his own 
specialized job cannot give. It would matter 
little if his contribution to top management at 
this point were small or nothing. The purpose 
would have been served. 

If it can be said that a junior varsity exec- 
utive’s thinking is uninhibited or bold the 
answer could be that this is a real asset. 
Amazingly enough, even top management can 
become inbred with “party line” thinking and 
perhaps the only way to disturb this pattern is 
with a young junior varsity executive who is 
naive enough to believe that perhaps there is 
“another way.” For balance it seems essential 
that a company have young liberals well mixed 
with the old conservatives. Their new ideas 
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can be tested and adopted quite easily in the 
mature group. On the other hand, uninhibited 
enthusiasm can rarely be synthesized. 


Responsibility Aids Growth 

I mentioned previously putting a carrot in 
front of the junior executive. In order to do 
this effectively, the carrot has to be close 
enough for the “horse” to see it. To start the 
training of a future sales vice president by 
teaching him to mail packages is like starting 
the training of a jet pilot by asking him to 
feed pigeons in the park. The junior executive 
who will swell to the size of his assigned re- 
sponsibilities should be encouraged to do jobs 
which are normally beyond him in responsi- 
blity and difficulty. The hermit crab has no 
significant size of his own. He gets his size 
from the shell he adopts. A junior executive 
also has no “size” of his own; he gets his 
stature from the shell of responsibility top 
management gives him. 

The rule of business is the Spartan rule. If 
a business doesn’t have good people (this, of 
course, is the first real product of any busi- 
ness), it doesn’t manufacture good products 
at good prices and usually dies the death of 
the damned. So, there is good reason why the 
Junior Varsity executive should get his trial- 
by-fire early in the game—before his company 
has invested too many years and too many 
dollars in his development. Does it not seem 
economically sound to put a man to this test 
early? In the days of the American Indian 
the chiefs were chosen because of their 
strength for the simple reason that an Indian 
chief needed to be strong. There was no room 
for the weak. The pathetic person is he who 
spends thirty years with the same company 
as a misfit in the job because it had never 
been proven that he had chosen the wrong 
race or that he was running at the wrong 
pace. Our junior varsity executive should be 
put to the “executive’s” test. In addition to 
taking the numerous aptitude and intelligence 
tests that are available, he should also be 
given a real test in making top-management 
decisions. 


Another residual benefit to management 
resulting from a junior varsity executive train- 
ing program lies in the principle of apprentice- 
ship. In many of our older trades and arts the 
apprentice contacts the skilled man every day; 
helping to round-out his technique, his back- 
ground of knowledge, and his decision-making 
ability. In the fields of law, medicine, fine arts, 
and even in the more prosaic trades of carpen- 
try, printing and metal working, we find the 
apprentice working with the experienced man; 
yet in business, each man flies alone. The 
junior varsity executive, instead of being 
walled into a tight little boundary of his 
specialized job could have the chance to “sit 
at the seat of the masters” and learn the prin- 
ciples that make for good statesmanship in 
business. 


The Porter-Cable Program 


Well, so much for the problem. Let’s share 
a few thoughts as to how the Porter-Cable 
Machine Company is attacking it. Here the 
Junior Varsity is called by the formal title of 
Junior Advisory Committee. We are common- 
ly referred to, however, as the “Junior Squir- 
rels.” (At Porter-Cable most of the people 
have animal nicknames: the Sales Manager is 
the “Great White Squirrel,” the Market Re- 
search Director is “Little Brown Rabbit,” the 
Advertising Manager is the “Jittery Giraffe.”’) 
This group is made up of 12 to 15 young men 
representing almost every department and 
section of the business. 

The program for the development of these 
men in the first year was mainly to become 
familiar with the operation of other depart- 
ments. A year and a half ago the company 
hired an executive development specialist and 
he has since guided the program. Some of the 
initial subjects covered were as follows: Eco- 
nomic Trends, Qualities of an Executive, The 
Use of Controls, and Organization Require- 
ments. This was the period when the Juniors 
were taking everything out of the program and 
putting almost nothing back. 

Then the “course” changed to actual busi- 
ness problems. During the “advanced” pro- 
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gram, the “Junior Squirrels” contributed to 
top management thinking in several important 
areas. The group helped plant the seeds for a 
product diversification program. It pointed up 
the need for some bolstering of the organiza- 
tion. It stimulated a program which has elim- 
inated several unprofitable products from our 
line. In many instances the junior varsity 
executives can take little glory. We only took 
the bandage off the wounds so people could 
see them. 

But the fact remains that many of our 
recommended plans have been adopted, some 
in their entirety, and some with modifications. 
Senior management at Porter-Cable has been 
able to enjoy the benefit of the thinking of a 
group which cumulatively boasts over seventy 
years of business experience. 

As a result of the program, management has 


had a chance to put a microscope over the 
abilities and mental acrobatics of its younger 
men. What better opportunity is there to 
judge a man’s ability than to “let him play 
executive”? Because of the Porter-Cable Jun- 
ior Executive Program some men have found 
that their responsibilities have been extended. 
Some have been elected to sit with senior 
management on the Executive Committee. 
Several have been assigned top management 
tasks in fact-searching for management de- 
cisions. All of us have been challenged by the 
fact that even top management jobs are open 
to those who have the ability, the ambition, 
and the grit to run the race. This program is 
a personal tribute to the President of our 
Company, D. J. Ridings. He has found that it 
pays to let the Junior Varsity executive play 
in the “big game.” 


GOOD BOOKS AND ARTICLES 


As a service to business men, the Bureau of Industrial Relations of this School 
publishes reading lists on subjects of current interest. Three such lists are now available. 
One list is on the general subject of Personnel Administration and Labor-Manage- 


ment Relations. It includes the ti 
subjects: 
. Executive Leadership an 


. Labor-Management Relations 
. Employee Benefit 


of selected books and periodicals on the following 


. Personnel Administration—General Approach and Objectives 
. Executive and Development 

Supervision of Subordinates 
. Industrial Psychology and Sociology 


ms, Pensions, Retirement 
. Personnel Administration—Techniques 


Another tabulation gives the titles of good books on Foremen Training, broken 


down into these sub-headings: 
1. General Texts 


2. Industrial Psychlogy and Sociology 


3. Training Techniques 
4. Union-Management Relations 


A third list includes books, articles, and pamphlets on Stabilization of Employment 


and Wages. Many of these items deal with 
For free copies of these bibliographies, a 


Bureau of Industrial Relations 


School of Business Administration 


University of Michigan 
Ann Arbor, Michigan 
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the proposal for a guaranteed annual wage. 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY-—In contrast 
to year-ago trends, Lower Peninsula checkbook spending moved sharply upward. In Detroit, Janu- 
ary debits were 12 per cent over the same month in 1954, reflecting the heavy auto output. 
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UPPER PENINSULA BANK DEBITS—No new trends are evidenced by current debits in the 
Upper Peninsula. 
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: POWER CONSUMPTION-In Detroit, power sales to industry set a record high in December. 
: Out-state sales continued to show marked advances in January. 
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MICHIGAN EMPLOYMENT-The Michigan Employment Security Commission reports that factory 
employment continued upward with an increase of 17,000 in January, partially off-setting a seasonal 
duclins of 34,000 in trade and construction. 
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| Discipline is a responsibility and a duty of management, 
rather than an inalienable right or prerogative 


Management’s Responsibility 


For Discipline 


T HAS become quite customary to pose 

the general subject of discipline and then 
talk about its rougher and rather minor mani- 
festations. The subject is, of course, broader 
than that. Discipline is a basic fundamental 
which makes it possible for folks to work 
together. Unless a group recognizes and ob- 
serves the adjustments requisite for unity of 
purpose, the enterprise cannot succeed. 

Much has been said and written about dis- 
cipline in the shop, and unfortunately, the 
word “discipline” has a harsh connotation to 
most persons which is not justified by the 
actual application of the term to shop disci- 
plinary situations. 

Shop discipline in General Motors means 
working, cooperating, and behaving in a 
normal way as anyone would expect an em- 
ploye to do. For example, “discipline” means: 

Reporting for work regularly, on time, and 

without unnecessary absences; 

Doing a fair day’s work; 

Respecting the prestige and authority of 

supervision ; 

Obeying reasonable orders and carrying out 

job assignments; 

Cooperating with others; and in general, 


About the author— 
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Conducting oneself in a reasonable and 
orderly manner. 


Discipline a Management 
Responsibility and Duty 

The maintenance of discipline in a plant is 
a Management responsibility. We in General 
Motors do not consider discipline to be a 
matter of Management’s inalienable right or 
prerogative—it is a responsibility—it is a 
primary part of the job of managing the busi- 
ness. All of our labor agreements specifically 
provide that the matter of discharge and dis- 
cipline for cause, and the maintenance of 
discipline and efficiency is the sole responsi- 
bility of Management. 

Instead of considering only the right to dis- 
charge, we believe Management must under- 
take discipline as a duty. Management’s job 
is to run a plant efficiently. Instead of viewing 
discipline and discharge as an unchallengeable 
right, we think of it as a heavy responsibility 
that cannot and should not be avoided if the 
interests of the workforce and of the company 
are to be protected. Discipline is not a license 
to be tough or capricious but a phase of main- 
taining an efficient working force. 

In the earlier days of collective bargaining, 
some of the lesser experienced union leaders 
insisted upon negotiating shop rules and pen- 
alties with us. We resisted the demand on the 
grounds that such a sharing of Management’s 
responsibility would be unsound from Man- 
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agement’s point of view and equally unsound 
from the Union’s standpoint. 
We pointed out that the Union could not 


retain its proper function of representing the 


employe and protecting his interest if it as- 
sumed any part of Management’s function of 
setting disciplinary penalties. If the Union 
should agree with Management as to what a 
proper penalty should be in a case, it would 
thereby foreclose its right to protest the pen- 
alty. The Union should be in a position to 
represent the employe in his protest of disci- 
plinary action taken by Management on the 
grounds that the discipline is unfair, unjust, 
discriminatory, lacks cause, or is too severe. 
This has been our position very time a union 
insisted on negotiating rules and penalties. We 
believe the wiser heads of the Union realize 
that this position is sound and realistic. 

In General Motors, Management establishes 
the rules, and disciplines for violations. The 
Union is free to represent the employe in any 
challenges of the application of any rule in a 
given situation. 

The Basic Principles 

Several basic principles govern our appli- 
cation of shop rules: 

1. The employe is entitled to know the 
rules. In every plant of General Motors the 
shop rules are posted in conspicuous places 
throughout the plant. Most plants also include 
the rules in handbooks given to employes. The 
rules are written in simple language which 
can be understood by all. 

2. Management accepts the full responsi- 
bility for assessing discipline. It is the fore- 
man’s job to maintain discipline in his depart- 
ment. It is his job to assess penalties for 
infractions. He may consult his superiors for 
advice in some cases, but the responsibility for 
discipline is his. He may discharge on the spot 
for very serious infractions. He may suspend 
the employe pending a complete investigation. 
We have learned that a case which appears to 
be simple can become very complex and in- 
volved by the time it goes through the various 
Steps of the grievance procedure. It pays to 
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have all the facts before the discipline is set. 

We have no mechanical formula for estab- 
lishing disciplinary penalties. It cannot be 
done with a slide rule. In arriving at the proper 
discipline, the foreman takes into considera- 
tion four factors: 

1. Seriousness of the offense; 

2. Past record of the employe; 

3. Circumstances surrounding the particu- 

lar case; and 

4. Plant practice in similar cases. 

3. Management is willing to have its disci- 
plinary actions reviewed, after the fact, by an 
impartial umpire to determine in an impartial 
way whether the action was for cause and fair 
in the light of all the facts and circumstances. 

Our labor agreemnts provide for an impar- 
tial Umpire as the terminal step of the griev- 
ance procedure. Under these agreements, 
Management delegates to the Umpire full 
discretion in the case of shop rule violations. 
Any employe who is disciplined can file a 
grievance, and the Union has the right to 
process the case through the grievance pro- 
cedure up to the Umpire. The Umpire, after a 
full hearing of the facts and circumstances, 
can decide whether Management’s action was 
proper. He has the power to revoke the penalty 
and award reinstatement and full back pay for 
time lost, or he may modify the penalty and 
award appropriate redress. 

We make no claim that this method of 
handling disciplinary problems is perfect. But 
it does pretty well and we continually learn 
as we go along. The Umpire machinery under 
our agreement with the UAW has been func- 
tioning for more than fourteen years. During 
this period, many disciplinary cases have been 
decided by the Umpire. These decisions deal 
with a wide variety of disciplinary situations 
and they stake out the guide posts for hand- 
ling similar cases. This backlog of decisions 
forms a kind of common law which is used by 
both Management and the Union in apprais- 
ing cases. We print more than 13,000 copies of 
the Umpire decisions and circulate them 
among our entire supervisory organization. 
The Union distributes copies to the Local 
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Union officials. Needless to say, these de- 
cisions are of great value as educational 
material in the plants. 

Our discipline is for the purpose of correct- 
ing improper conduct and obtaining compli- 
ance with the shop rules. It is not punitive in 


Corrective Discipline 

Discharge is resorted to in two types of 
situations: 

1. Where the offense is of such serious 
nature as to make any other form of discipline 
inadvisable. For example: 

Assault on a member of supervision; 

Leadership and direction of a strike in 
violation of the agreement; 

Theft; 

Sabotage. 

2. In cases of repeated violations where 
other efforts to bring about correction have 
failed. 

This approach is called “corrective disci- 
pline.” It requires that some corrective action 
be taken in violations before the violations 
accumulate. It is definitely contrary to good 
practice to overlook violations until they pile 
up and then discharge the offender as the first 
disciplinary effort. 

This discussion should not leave the im- 
pression that we have a large volume of dis- 
charges and disciplinary layoffs in General 
Motors. On the contrary, our experience shows 
that a policy of firm even-handed discipline 
creates respect and actually lessens the disci- 
plinary problem. Fortunately, in shop oper- 
ations the vast majority of personal adjust- 
ments are, due to the innate sense of fairness 
of the American workman, self-imposed and 
self-administered. If this were not so, we 
could not operate a single day. Employes 
prefer to work in a well-disciplined plant. The 
majority of employes want to do a good day’s 
work and never get nto trouble. It is the few 
in any large group who try to beat the rules 
of the game. 

“Wildcat Strikes” ; 

Strikes in violation of agreements present 
unusual disciplinary problems and require un- 
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usual treatment. Whenever we have a strike 
or stoppage in a local plant, it ceases to be a 
local matter—we treat it as a strike against 
General Motors—we immediately telegraph 
the top officers of the Union demanding that 
the strikers be ordered back to work. We be- 
lieve it is the responsibility of the Union to 
live up to its agreements. However, we do not 
leave it up to the Union alone; our agreements 
specifically provide that Management may 
discipline any employe for violation of the 
no-strike section of the Agreement. 

It is a matter of record that there have been 
fewer strikes in violation of agreements in 
General Motors than in other segments of our 
industry. One of the obvious reasons for the 
small number of such strikes is the existence 
of a comprehensive grievance procedure which 
includes a full-time Umpire to settle disputes. 

Another reason is the adherence of both 
parties to the pledge to use the procedures of 
the agreement to resolve disputes. Top officials 
of the Union have recognized that responsible 
contract administration pays in the long run. 

We believe that the long-established policy 
of General Motors of dealing promptly and 
rather severely with leaders of strikes in vio- 
lation of agreements is an important factor 
in this record. 

The Union usually defends those we disci- 
pline for violation of the agreement. They do 
so on the grounds that the complainant is in- 
nocent or that the discipline is too severe. This 
is a proper function of the Union. On the other 
hand, the Union benefits directly from our 
policy. In many cases, the wildcat leaders who 
defy the agreement also defy the International 
Union. In reducing the frequency of wildcat 
strikes, our policy builds the Union’s reputa- 
tion for contract observance. We believe the 
top leaders of the Union fully appreciate this 
fact. 

Summary 

Our experiences may be summarized as 
follows: 

1. We believe our experiences show beyond 
a doubt that discipline is necessary for effi- 
ciency. For without discipline, efficient pro- 


Michigan Business K 


M 


o 


“MARCH, 


duction is not possible. By discipline, I do not 
mean the iron clad discipline of military rule, 
but rather the smooth running discipline of 
team work and cooperation. 

2. Discipline is a responsibility and duty of 
Management which cannot be dodged or 
shared with others. It is a task of Manage- 
ment which must not be shirked. 

3. Voluntary arbitration, under rules and 
procedures agreed to in advance by the parties, 
is a fair and workable means of settling dis- 


putes arising under agreement terms. Our ex- 
perience with the Umpire machinery in our 
labor agreements shows that impartial review 
of Management’s action in disciplinary situa- 
tions protects employes from errors or unfair 
treatment and provides a fair and peaceful 
means of settling such disputes. 

4. We in industry must continue to improve 
discipline and efficiency to produce more and 
better things for more people at lower costs 
and at a profit. 


ADVERTISING’S RECORD AS A PUBLIC SERVANT 
Without implying in the least that advertising has accomplished results unaided, 


and with all proper 


to the editorial and news mechanism, here are some of the 


ae that have come about in American life through Advertising Council campaigns. 
irst, the destruction of forests by fire has been reduced to a second-class menace. 
Insects now destroy more trees than fire, and I think Smokey the Bear gets some credit 


for that. 


The traffic accident mileage death rate has come down year after year for eleven 


successive years. 
Ch attendance and religious 


interest have been materially 


increased. 


Absence at the ballot box has been smaller. Sixty-two million people were induced 
to register and vote in 1952, an increase of twenty-three per cent from the best previous 


total in 1940. 


Every state in the union has set out to improve its schools. 
American Red Cross quotas have been regularly met. This year’s campaign was for 
the nice little round sum of eighty-five million dollars. 


The coun 


have been recruited annually to help remedy the nursi 


s schools of nursing have been filled. Nearly 50,000 student nurses 


shorta: 


And finally, a fifty-million dollar advertising campaign has helped sell billions of 
dollars worth of United States Savings bonds. As a matter of fact, Americans now hold 
“E 


thirty-six billion dollars worth of 


bonds alone, which is a fact of very considerable 


patriotic and social significance and financial importance. 


—Theodore Repplier, A 


ising Conference: 


Contributed Papers, 1954 Michigan Business Papers No. 30. 


1955 


The story of an important new training program in the 
University of Michigan School of Business Administration 


The Advanced Training Center 
of the Internal Revenue Service 


LTHOUGH the idea of an advanced 
training center had been considered for 

the past few years and had been worked on in 
some detail since early in 1953, the movement 
did not gain momentum until suitable author- 
ity for the fiscal year 1955 was received from 
Congress to establish the school. Statutory 
authority on a continuing Lasis will be sought 
so that a permanent contract for the school 
may be established. 

After the appropriation act was passed, 
events moved swiftly. The time table was: 

May 28, '954—Passage of Public Law 374 

June 28, 1954—Issuance of regulations of 
the Secretary of the Treasury 

June 28, 1954—Invitations to bid sent to 
ninety-two universities 

July 16, 1954—Deadline for submission of 
bids 

August 11, 1954—Contract awarded to the 
University of Michigan 

September 9, 1954—-Anouncement of names 
of selectees 

September 16, 1954—Selectees reported to 
the ATC, University of Michigan 

September 20, 1954—-Classes started 

This short timetable shows that Govern- 


About the author— 
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at the Tuck School and the University of Illinois. 
He was a captain in the Army in World War II, and 
has been an officer, consultant, and lecturer in govern- 
ment organizations. 
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ment can act quickly. It also shows plainly 
the very difficult problem presented to the 
University of Michigan in planning courses, 
finding teaching personnel, and in arranging 
physical facilities for housing, food, class- 
room space, etc., in a very few weeks. 


Award of the Contract 


Invitations were extended to ninety-two 
outstanding universities to bid on the oper- 
ation of an advanced training center for the 
Internal Revenue Service; twenty-two sub- 
mitted bids. The University of Michigan was 
selected by Commissioner of Internal Revenue 
T. Coleman Andrews, following the advice of 
his ten-man Special Advisory Committee, 
which made a detailed analysis and com- 
parison of all proposals submitted. This Spe- 
cial Advisory Committee is composed of 
leading members of the American Bar As- 
sociation, the American Institute of Account- 
ants, and the Tax Executives Institute. 

The award of the contract was made on the 
basis of comparative evaluation of the bids 
in terms of the following criteria: 

a. Size, experience (both academic and 
practical), and background of faculty avail- 
able to teach courses in the specified subject 
areas; 

b. Ability to provide courses meeting pro- 
fessionally-recognized graduate school stan- 
dards; 

c. Adequacy of physical facilities available 
for instruction and housing of Internal Reve- 
nue employees; 
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d. Geographical location; 

e. Cost of training; 

f. Experience in conducting specialized con- 
tract instruction for governmental agencies or 
for business or professional organizations. 

The location of the Center on the campus 
of an outstanding university and its operation 
by the university are designed to enhance the 
prestige of the Center, to provide a high grade 
of instruction, and to make available a fine 
faculty, excellent library facilities, and a 
sound curriculum. These tests have been met 
in excellent fashion by the School of Business 
Administration of the University of Michigan, 
and senior staff members have been assigned 
to handle the ATC classes. A very important 
consideration in associating the Center with 
a well-known university was to aid the In- 
ternal Revenue Service in its attempt to re- 
cruit well-qualified university graduates. The 
choice of a particular university was in- 
fluenced in part by its proximity to a large 
office of the Internal Revenue Service. This 
consideration has been a wise one, because 
the Detroit District Office has been of much 
assistance in performing some administrative 
services and in furnishing speakers on tech- 
nical subjects. 


Purpose 


The regulations of the Secretary of the 
Treasury stated: 


The purpose of this training will be the ad- 
vancement of the public service by strengthening 
the tax enforcement system of the Federal Gov- 
ernment, and by inculcating the highest profes- 
sional and ethical standards among Internal 
Revenue personnel. 

Commissioner of Internal Revenue T. Cole- 
man Andrews further explained the goals in 
this way: 

The purpose of the new center is to broaden 
the training of Internal Revenue agents by pro- 
viding them with the knowledge and thinking of 
leaders of the academic, professional, and business 
worlds. Later on we expect to provide similar 
training for other professional and semi-profes- 
sional employees of the Service. Under such 
arrangements, which will be worked out between 
our Academic Advisory Committee and Univer- 
sity officials, we can look to the future of the 
Revenue Service with enthusiastic confidence— 
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a confidence which, I am sure, the general public 
will share. 

We firmly believe that the added opportunities 
provided through this higher level training will 
give us a means of attracting and training the 
finest young men in the country on a purely pro- 
fessional basis. In turn, this will mean a constant 
infusion of new blood and leadership and even 
higher standards of practice and conduct in the 
Revenue Service in the years ahead. The Service 
must be dynamic to keep pace with American 
business, and the training being planned will 
provide present and future employees with the 
necessary know-how to meet this need. 


Organization 

The Advanced Training Center organization 
is a small one, since the instructional work 
is performed and physical facilities are fur- 
nished by the University of Michigan. It con- 
sists of a Director of Advanced Training, a 
secretary, and an Advisory Academic Com- 
mittee. The Director is a special assistant to 
and a personal representative of the Com- 
missioner. The Advanced Training Center 
program is directly under the general adminis- 
trative direction of the Commissioner. The 
Commissioner has delegated administrative 
direction in Washington to Mr. E. N. Mon- 
tague, Director of the Personnel and Training 
Division, National Office, Internal Revenue 
Service. 

The Academic Committee advises on the 
courses to be offered, the selection of stu- 
dents, and general policies, to insure that the 
public interest is given adequate consideration. 
This committee consists of the following per- 
sons: 

Mr. Ernest Vaughn, Washington, D.C., 
Chairman, representing the Commissioner of 
Internal Revenue; Prof. Thomas C. Atkeson, 
Williamsburg, Va., representing Higher Edu- 
cation; Mr. H. T. Chamberlain, Chicago, 
Illinois, representing the Secretary of the 
Treasury; Mr. Perry Mason, New York, N.Y., 
representing the General Public; Prof. Wm. 
A. Paton, Ann Arbor, Michigan, representing 
the University of Michigan; Mr. Joseph S. 
Platt, Columbus, Ohio, representing the Legal 
Profession; and Mr, J. S. Seidman, New York, 
N. Y., representing the Accounting Profession. 
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Within the Internal Revenue Service, plan- 
ning for the program was carried out by a 
committee consisting of representatives of the 
Assistant Commissioners for Technical, Plan- 
ning, Administration, and Operations. 


Status and Housing of Trainees 


Advanced Training Center students are here 
in a dual capacity, (1) as regular employees 
of the Internal Revenue Service and (2) as 
special graduate students of the School of 
Business Administration of the University of 
Michigan. As students, they are subject to the 
regulations which govern other students and 
are given the same privileges as other graduate 
students. 

Of the 100 agents at the Advanced Training 
Center, 70 live and eat in University dormi- 
tories. The others either live in town in room- 
ing houses or, in the case of some of the 
married men who have their families with 
them, in surrounding small towns. At the pres- 
ent time the ATC men are not grouped to- 
gether in their dormitories. Some thought is 
being given to requiring all in attendance in 
the future at the ATC to live in a single 
group in a dormitory, in the hope that such 
an arrangement will reduce the personal prob- 
lems of those not now in dormitories and will 
facilitate the exchange of ideas and experiences 
and the presentation of speakers and other 
ATC activities. 


Criteria for Selection of Trainees 


Applications were accepted only from In- 
ternal Revenue Agents, in grades GS-7 (salary 
$4205-$5330) and GS-9 $5060-$6185), with 
at least one year’s experience in the Internal 
Revenue Service, and generally between the 
ages of 20 and 35 years. The regulations of 
the Secretary of the Treasury prescribed that 
selections “shall be made on a merit basis, 
from employees whose on-the-job experience 
and previous records attest to their ability to 
absorb the training to be given, and from 
whom the Government may expect a high 
potential of future return in outstanding per- 
formance.” The class was limited to 100 per- 


sons, although it is probable that later classes 
will be substantially larger and will be ex- 
tended to other groups in addition to Revenue 
agents. 

Each applicant was required to sign an 
agreement that if he voluntarily resigns from 
the Service within three full years after com- 
pletion of the advanced training course, he 
will repay the IRS for a prorata part of the 
cost (other than salary) of such training. Also, 
he may be barred from practice before the 
Treasury Department for the unserved portion 
of that three-year period. 


Machinery for Selection of Trainees 


Approximately 900 applications were re- 
ceived and were sifted down to the 100 which 
were finally selected. A list of alternates also 
was prepared to provide replacements for men 
who could not accept the appointment when 
it was actually offered to them. Application 
forms were distributed to all applicants, upon 
which they stated certain personal facts, their 
educational background, their special training 
in Accounting or Income Tax (including In- 
ternal Revenue Service courses), and previous 
work experience. 


District Office Evaluation 


Applications were screened first in the 
District Offices, of which there are 64 in the 
entire United States. Evaluation was made ca 
a confidential personnel form by (1) two of 
the applicant’s immediate supervisors, (2) the 
Chief of the Audit Division, and (3) the Dis- 
trict Director. The two immediate supervisors 
were required to evaluate the applicant’s per- 
sonal characteristics, work performance, his 
career plans, and his promotion possibilities 
and to make a specific recommendation that 
he be considered for the ATC or not so con- 
sidered. 

Appearance, bearing, manner, ability in oral 
and written expression, emotional stability, 
effectiveness with people, mental alertness, 
capacity for growth, interest, and motivation 
were the personal characteristics graded. Work 
performance was judged for quality of work, 
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amount produced, technical ability in inter- 
preting tax laws and regulations, initiative, 
and resourcefulness. 


Regional Office Evaluation 

Those applications which survived the 
screening in each of the District Offices were 
passed on to the related Regional Offices, of 
which there are nine. A regional ATC Selec- 
tion Board considered the applications and 
made one of the following recommendations 
to the Regional Commissioner: (1) selected 
for next class, (2) alternate for next class 
(showing rank order among alternates), (3) 
qualified but not selected for next class, or 
(4) not qualified. The Regional Commissioner 
then made the final selection, ranking each 
application in one of the four classes just 
mentioned. 


Final Selection 

The number of applicants nominated for 
the first class by each Regional Commissioner 
was sent to the National Office and a quota 
was allotted to each Regional Office. Actual 
selections were then made by each Regional 
Commissioner by matching his list against his 
quota. 

Analysis of Enrollment 

We have already discussed the criteria and 
machinery for selecting agents for the ATC. 
Here was the result: 


By Geographical Location 

All but three of the 64 District Offices were 
represented by from one to six persons. One 
came from Honolulu. The nine Regions 


provided the following numbers: 

Atlanta 10 
Boston 7 
Chicago 12 
Cincinnati 13 
Dallas 7 
New York 16 
Omaha 11 
Philadelphia 14 
San Francisco 10 

100 
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Geographical quotas were used to obtain a 
representative group of students and to extend 
the influence of their training widely through- 
out the Service. 


By Personal Characteristics of Selectees 


1. Age. Early in 1954, an analysis of per- 
sonnel rolls of Internal Revenue agents in 
grades GS-7 and GS-9 showed that there were 
2,356 (out of a total of 5,454) under age 35. 
Approximately 900 of the 2,356 applied for 
admission to the ATC. The 100 who were ac- 
cepted were distributed according to age, as 
follows: 


35— 9 28 — 11 
34— 8 27— 9 
33— 6 26— 0 
32 — 13 25— 1 
31— 19 — 
30 — 12 100 
29 — 12 


2. Grade and Experience. Most of those 
chosen were the more experienced and higher- 
ranking agents; 25 were GS-7 ($4205-$5330), 
and 75 were GS-9 ($5060-$6185). Their ex- 
perience with the Internal Revenue Service 
extended from one to twelve years, in this 


fashion: 
12 years— 1 4 years — 34 
11 ” —1 
9 ” 1 2 ” 2 
§ ”" — 4 1 year — 7 
6 ” —ll 
5 ” —20 100 


3. Education. Their educational background, 
degrees, and rank in their high school classes 
were: 

Education 
Bachelor’s degree 65 
Master’s degree 6 
Work on Master’s degree 9 
Some law school 9 
Some university work 6 
Accounting or business college 5 


CPA 
Yes 11 
No 89 
100* 
Position in High School Class 

Upper one-third 52 
Middle one-third 29 
Lower one-third 0 
Unknown 19 


100 
* Two or three were working off a condition 
on the examination. 


4. Marital Status. Early in 1954 it was 
estimated that about 75.5 per cent of GS-7 
and GS-9 Internal Revenue agents under 35 
years of age were married. Our enrollment 
actually was 75 per cent married men. Few 
families accompanied the trainees, in part be- 
cause ATC announcements discouraged the 
idea. 


Curriculum of the ATC 


The goal of the training program is to im- 
prove the perspective of the trainees, as well 
as to improve them as technicians. It is not 
sufficient that the agents be taught techniques 
and technical procedures in the income tax 
area. Emphasis has been placed on increasing 
the agents’ knowledge and understanding of 
business problems and accounting principles 
and procedures and their responsibilities as 
representatives of the Government. 


Required Courses 


The following three-hour courses were re- 

quired: 

Corporate Accounts and Statements 

Financial Policies 

Auditing 

Income Tax—Accounting 

Income Tax—Law 
The first two were “perspective” courses and 
regular catalog offerings but were taught to 
ATC trainees in special sections apart from 
other School of Business Administration stu- 
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dents. The remaining three required courses 


were specially designed for the ATC. The | 


area of income tax was divided between 


the two courses by agreement of the instruc- | 


tors. The chief difference between the two 
courses was in the approach used; one was 
taught by an accountant; the other by a lawyer. 


Elective Courses 


Each trainee was required to choose (with 
the advice and consent of the Director) one 
course out of a list of seven, keeping in mind 
his previous education and experience and the 
probable usefulness to him and the IRS of the 
course in the future. All of these courses were 
regular catalog courses and the ATC men were 
mixed in with other students, for the purpose 
of broadening their outlook. 

The courses and the number of trainees who 
elected each one were: 


Economics of Enterprise 3 
Cost Accounting 6 
Internal Accounting and Control 15 
Elementary Statistics 0 
Principles of Organization 26 
Business Statistics 5 
Retirement Plans 45 

100 

Lectures 


There were seventeen lectures scheduled at 
a fixed time of each week during the semester. 
In addition, guest lecturers were used in par- 
ticular courses for the presentation of technical 
subjects. 

* * * 

The chief difficulties that were encountered 
can be traced to the astonishing speed with 
which the program got under way after Con- 
gress appropriated the funds for the ATC. The 
result was that there was insufficient knowledge 
of the program and a good deal of personal 
inconvenience on the part of applicants. More 
time to permit adequate distribution of infor- 
mation before the men apply and accept ap- 
pointment should take care of this problem in 
the future. Since most of the men have been 
away from school work for a good number of 
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years, they had serious difficulty in adjusting 
themselves to the discipline of academic life. 

The differences between experience back- 
grounds raised difficult problems in designing 
courses in the area of auditing and income tax 
accounting. To a smaller extent, some differ- 
ences in educational background raised prob- 
lems in the planning of non-accounting and 
nontax courses. Probably these difficulties can 
be reduced by the introduction of more flexi- 
bility into the curriculum. 

A good deal of interest in and enthusiasm 
for the Advanced Training Center has been 
present in the Internal Revenue Service and 
at the University of Michigan. The co-oper- 
ation and assistance from both has been ex- 
ceptional and very encouraging. Interest also 
has been demonstrated by requests for admis- 
sion from persons not employed by the In- 
ternal Revenue Service; however, since there 
is no authorization for extending the training 
program beyond the Internal Revenue Service, 
these requests had to be refused. 


Under our system of self-assessment of 
income taxes, co-operation between the tax- 
payers and the representatives of the Gov- 
ernment is essential if we are to avoid the 
non-compliance difficulties which have been so 
grave in some other countries. Both the tax- 
payers and the Government must make an 
effort to be co-operative and understanding of 
the problems of the other. 

The advanced training program of the In- 
ternal Revenue Service is an attempt by the 
Service to improve its part of taxpayer-Gov- 
ernment relationships. It is intended to im- 
prove the technical ability and broaden the 
viewpoint of its agents and to assist in the 
recruitment of qualified graduates of univer- 
sity schools of business. We hope that a well 
defined promotion program plus the oppor- 
tunity to take graduate work at an outstand- 
ing university shortly after their entrance 
upon duty with the Internal Revenue Service 
will encourage such graduates to choose the 
Service as a career. 


NEED FOR PRISON INDUSTRIES 


Messrs. Bennett, Wallack, and Ragen (penologists) are as one in a plea for mercy 
addressed to a few businessmen and labor leaders. 

“Please,” they beg, “lift the embargoes that prevent many prisons from manufacturing 
goods. Work is the salvation of the convict’s mind and soul. And future. Because 95 
per cent of the men in prison are coming out some day.” 

Mr. Wallacks asks, plaintively, “How can fewer than 175,000 workers seriously 
threaten the prosperity of America’s gigantic economy?” He adds, “Given the equipment 
and carte blanche we could make prisons self-supporting—even profitable—without selling 
to anybody but tax-supported groups and institutions.” 


—Bill Slocum, in Nation’s Business, December 1954 


Recent Publications 


OF THE BUREAU OF BUSINESS RESEARCH 


ADVERTISING 


Contributed Papers, 1954, James D. Scott, Editor 
MICHIGAN BUSINESS PAPERS, NUMBER 30 


The theme of this Conference was “Improving the Effectiveness of Advertising through New Under- 
standings of the Consumer.” Speakers, including Walter Weir, Pierre Martineau, Edward H. Weiss, 
Melvin S. Hattwick, Rensis Likert, and Theodore A. Repplier, delivered papers on such topics as 
Motivation Research, The Problem of Believability in Advertising, Advertising Content, and 
Advertising’s Record as a Public Servant. These papers should be of special interest to advertising 
executives, copy writers, and those in the field of marketing research. 


127 pages, pager, $2.00 


COST ACCOUNTING 
Contributed Papers, Michigan Cost Conference, 1954 
MICHIGAN BUSINESS PAPERS, NUMBER 29 


The theme of this Conference was “Meeting and Beating Competition,” and the papers dealt mainly 
with management’s concern with efficiency and economy. This volume includes the addresses given 
by George W. Troost, Harold F. Smiddy, Roy C. Ingersoll, and Richard C. Gerstenberg. It should 
be of interest and value to those charged with meeting the managerial responsibilities of these times. 


61 pages, paper, $2.00 


SALES MANAGEMENT 
Contributed Papers, 1954, James G. Hauk, Editor 
MICHIGAN BUSINESS PAPERS, NUMBER 28 


This volume contains papers and panel discussions on New Product Development, the Robinson- 
Patman Act, Shaping Sales Policy for Profit, Salesmen’s Compensation, and Broadened Responsibility 
of Sales Management, by such authorities as H. Bruce Palmer, Ira G. Needles, Willis E. Morgan, 
Jesse W. Markham, and Harry F. Tosdale. These papers should interest all concerned with sales 


management problems. 
108 pages, paper, $2.00 


Also 

DEPARTMENTAL MERCHANDISING RESULTS 
IN SMALL DEPARTMENT STORES, 1952-1953 
by Edgar H. Gault. 


MICHIGAN BUSINESS REPORTS, NUMBER 25 


This report will be useful to department store merchandising managers or controllers. Developed 
from a group of successful department stores, it includes monthly and yearly standards, as well as 
monthly year-to-date percentages, for all departments and total-owned store. 


54 pages, including 9 exhibits and 69 tables, paper, $2.00 
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‘THE MARKETING OF AUTOMOTIVE — 

by Charles N. Devisson 

This comprehensive study identifies and describes the processes and 
procedures used in the marketing of automotive parts and analyzes 
the connection between procedures and marketing. requirements of 
particular importance in the automotive industry. Specific attention 
is given to distribution channels, price structures, and patterns of 
competition. Several typical price structures are examined in terms 
of (a) the functions performed at the various levels of distribution, 
(b) the patterns of competition characteristic of this industry, and 
(c) the competitive significance of functional pricing. 

Other marketing problems discussed include the economics of 
redistribution, manufacturer-distributor relations, source selection, 
the use of branches, and the make-up of the product line. 

This study, made possible by a grant from industry, is based pri- 
marily on material obtained in field interviews. 

There are twenty-eight charts, fourteen diagrams, and sixty-seven 

tables. 

_ The twenty-five chapters are organized into six sections as follows: 
I. The Marketing Job to be Done : 
II. Patterns of Competition for Repair Service 


III. The Marketing Structure for Selected Product Groups 
(12 chapters concerning 10 product groups) 


IV. The Vehicle Manufacturer as a Marketer of Parts 
V. The Wholesale Structure 
VI. Competitive-Functional Pricing 

Findings are summarized in a forty-page Synopsis. 


MICHIGAN BUSINESS STUDIES, VOL. XIi, NO. 1, 1954 
958 pages, cloth, $6.00 


Bureou of Business Research, School of Business Administration 
University of Michigan, Ann Arbor, Michigan =, 
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ADVANCED MANAGEMENT TRA‘ 
‘FOR BUSINESS MEN 


designed for men of recognized capacity who now hold positions at or 
had a coasiderable amount of experience and executive responsibility. 
Previous formal education is not a requirement for admission; 
openmindedness and intellectual curiosity are more important factors 
in determining a man’s suitability for enrollment. 

The basic objective of the Program is to broaden the understanding 

_ and appreciation of business functions and of economic forces which — 

influence all types of industries. This Program is designed to aid the 

participant through: 


operations in fields other than his own specialization; | 
the viewpoint of his Company as a whole; 


forces which affect the environment in which the modern corporation 


Operates; 


Business Conditions Human Relations in Management 
It is expected that enrollees will be sponsored by their companies. 
For additional information, write to: 


CHARLES N. DAVISSON - 4 
Director, Executive | 


School of Business Administration 
University of Michigan Ann Arbor 
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